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DEVELOPMENTS IN THE SECURITY MARKET

The year 1977 was the second year in succes-
sion that was difficult for most of the corporate
sector. Industrial production fell by 2 per cent
and the net profits of companies by 4 per cent.
The volume of corporate gross fixed investment
decreased by a further 14 per cent. Besides
the poor profitability which led many firms
to reduce their dividends, companies also had
problems with external finance. The pressing
need for working capital aggravated the
already heavy indebtedness. The domestic
money market was easing somewhat in the
spring but tightened again mainly because
the weakness of the Finnmark brought about
capital outflows. These factors had clear
repercussions in the market for equity shares.
The situation was further worsened by the
increased issue of government bonds.

SHARE AND BOND ISSUES

As a result of the weak market, share issues
by Finnish companies quoted on the Helsinki
Stock Exchange were quite insignificant in
1977. All in all, only four small companies
launched new share issues, and the money
raised totalled a mere 25 million marks. This
was a sharp drop from 1976 when the corre-
sponding figure was 215 million marks.

Unlike share issues, the growth of the bond
market was rather stable. The total of domestic
bonds outstanding increased by 16 per cent
in 1977, to 6 531 million marks. The share of
government bonds, which decreased to a third
of the total during the first half of this decade,
has risen during the last two years. In 1977,
sales of government bonds accounted for
almost 60 per cent of all bond issues, and of
the bonds issued for public subscription the
government’s share was even higher. Altogether
the state raised 756 million marks from bonds
for public subscription and 177 million marks
from other bonds, issued mainly for institu-
tional investors.
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Because the central government has a high
priority in making bond issues in Finland, the
room for other bond issues was limited.
However, in 1977 the mortgage banks raised
270 million marks from bonds intended for
public subscription, which was almost twice
as much as in the previous year. The sale of
other bonds from financial institutions de-
creased from 319 million marks to 280 million
marks. Also, the sales of industrial companies’
bonds, whose share of the market has tradi-
tionally been small, decreased slightly to
138 million marks. Total sales of domestic
bonds amounted to 1621 million marks,
exceeding the figure for the previous year by
16 per cent.

The maturities of bonds issued increased
slightly in 1977, but they were still very short.
All the government bonds intended for public
subscription were issued for five years. The
interest rates on bonds were reduced in the
autumn in connection with the general cut in
rates. As in the case of the long-term bank
deposit rates, their fall was less than the one
percentage point drop in the discount rate.
During 1977, the rate on fixed interest bonds
ranged from 8% to 11 % per cent.

STOCK EXCHANGE

In addition to the small volume of new share
issues, the weakness of demand on the stock
market was reflected in the fail of prices on
the Helsinki Stock Exchange, which dropped
for the fourth consecutive year. During this
period, shares have, on average, lost almost
40 per cent of their market value. Last year
the drop in the overall index was 17 per cent.
The fall was greatest for forest industry and
textile and garment industry shares, at almost
30 per cent. The turnover of shares declined
by 8 per cent, to 125 million marks. In line
with share issues, the turnover of subscription
rights fell to a very low level.



Despite the reduced trade in shares, the total
turnover of the Helsinki Stock Exchange
increased by 11 per cent in 1977, to 191 mil-
lion marks. This was due to the fact that the
turnover of bonds. while still small, more than
trebled. The trade in bonds accounted for
30 per cent of the total turnover. The willing-
ness to invest in bonds was undoubtedly
increased by the poor yield prospects of the
shares. Also, this secondary market for bonds
is becoming better known to the investors.
However, the sales of bonds on the Stock
Exchange still amounted to only some 3—4
per cent of the new issues of bonds.

CURRENT DEVELOPMENTS

During the last half year or so, prospects for
share financing have significantly improved.
This is mainly due to the fact that economic
policy has shifted its emphasis towards restor-
ing the profitability of firms. In February 1978
the Finnmark was devalued for the third time
in twelve months. These devaluations have
led to an average rise of 17 per cent in the
value of foreign currencies. In addition,
numerous fiscal and incomes policy actions
have been taken to ease the internal finance
of companies: inter alia, employers’ social
security contributions and the turnover tax
on industrial investment have been temporarily
reduced. Mainly as a result of these measures,
profitability, especially in the open sector,
has started to revive.

The terms of external finance are also easing.
Interest rates were reduced by one percentage
point in October 1977 and again in May this

year, and financial markets in general are
becoming more liquid. The lowering of interest
rates has. of course, also made shares more
attractive to investors. The tax treatment of
both the share issuers and holders has been
relaxed, but this effect has been partly coun-
tered by a temporary freezing of dividends to
not more than the level of the previous year.

Signs of recovery have been seen in all key
stock market indicators. The share index has
been rising since October 1977 and numerous
share issues have been launched or published
this year. Also, the trading in shares on the
Stock Exchange has increased.

This expansion has been somewhat restrained
by the growing supply of new government
bonds: in fact, by the end of April sales of
government bonds on the domestic market
were 562 million marks, i.e. almost twice the
figure for the corresponding period of last
year. The turnover of bonds on the secondary
market has also remained high.

The problem of financing the central govern-
ment deficit is likely to continue. Traditionally,
the domestic market for bonds has been rather
thin in Finland. In the current situation, how-
ever, as there is no longer such a need for
foreign borrowing for balance of payments
reasons, the domestic market should absorb
more of the new government debt. The heavy
pressure of government borrowing on the
security market is thus likely to continue. This
will reduce companies’ opportunities to use
share issues to improve their generally weak
structure of finance.

May 22, 1978
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1977 1978
May 31 Dec. 31 May 8 May 15 May 23 May 31
Asseots
Gold and foreign exchange receivables 1898 2139 3987 4141 4 669 4618
Gold 127 133 133 133 133 133
Special drawing rights 206 204 169 170 167 167
Convertible currencies 819 1265 2816 2930 3379 3296
Tied currencies 746 537 869 908 990 1022
Other foreign receivables ..1851 1959 2190 2181 2617 2636
Foreign bills 424 488 573 564 571 588
Foreign bonds 493 543 689 689 690 692
Currency subscription to Finland's quota
in the IMF 934 928 928 928 1356 1356
Receivables from financial
institutions 4052 5420 4249 4070 4313 3834
Cheque accounts of the commercial banks 110 110 136 111 160 120
Discounted bills 2749 3091 2241 2116 2158 2004
Bonds 378 354 336 344 331 3
Call money market advances 789 1804 1466 1458 1641 1331
Other financial institution receivables 26 61 70 41 33 38
Receivables from the public sector - 377 - 391 384 382 380 382
Bonds 68 60 52 52 53 56
Total coinage 291 304 323 323 324 324
Other public sector receivables 18 27 9 7 3 3
Receivables from corporations 1437 1416 1394 1391 1387 1386
New export bills 183 194 217 215 210 217
Financing of suppliers’ credits 642 714 766 766 762 759
Bonds 188 214 197 197 196 196
Other corporate receivables 424 294 214 213 219 214
Other assets 72 85 61 61 63 61
Total 9887 IT410. 12265 12228 13429 12917
Liabilities
Foreign exchange liabilities 71 94 56 57 55 65
Convertible accounts 39 53 33 34 31 38
Tied accounts 32 11 23 23 24 27
Other foreign liabilities 2030 3447 3412 3529 3915 3914
IMF mark accounts 1772 1838 1838 1947 2320 2320
Allocations of special drawing rights 258 300 301 301 301 301
Term liabilities — 1309 1273 1281 1294 1293
Notes and coins in circulation 2932 3167 3227 3245 3225 3271
Notes 2678 2892 2938 2956 2936 2982
Coins 254 275 289 289 289 289
Deposit certificates in circulauon 180 200 — — —_— —
Claims of financial institutions 834 1194 2027 1927 2716 2224
Cheque account of Postipankki 0 1 1 0 0 0
Cheque accounts of the commercial banks 2 3 1 1 1 1
Call money market deposits 74 860 1726 1648 2254 1781
Capital import deposits — 246 275 273 377 353
Other financial institution claims 258 94 25 5 84 89
Claims of the public sector 581 328 287 287 287 229
Cheque accounts 0 2 2 0 0 0
Counter-cyclical reserves 34 36 38 38 38 38
Capital import deposits — 287 2486 248 248 190
Other public sector claims 547 3 1 1 1 1
Claims of corporations 263 242 391 422 418 416
Investment deposits 51 35 40 40 39 39
Capital import deposits 202 181 337 3568 362 362
Import levy deposits 9 19 12 16 156 13
Other corporate claims 1 7 2 8 2 2
Other liabilities 14 13 15 14 13 13
Equalization accounts 790 671 729 623 672 655
Capital accounts 1992 2054 2121 2122 2128 2130
Primary capital 1400 1400 1400 1400 1400 1400
Reserve fund 436 436 545 545 545 545
Undisposed profits 102 — 109 109 109 109
Net earnings 54 218 67 68 74 76
Total 9687 11410 12265 12226 13429 1297
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Foreign sector

Public sector

4

Gold and Gold and N Det:icf’i{it
sggf or oo oo e'ew  Tiedex- Other  Qther receiv- Receiv-  Liabili- tiabii- g:t;s in
month change  change change change receiv-  [iapjlities  ables ables ties ities circula-

recoiv- liabilities reserves  reserves  ables (3+4+ (9—8) tion

ables (1—2)
1 2 3 4 5 8 7 8 9 10 1
1971 2620 30 2590 -—297 686 704 2275 148 140 — 8 400
1972 2613 43 2670 — 6 757 788 2533 175 49 —126 790
TS res 6 1ess 3o sy Tes s e i sar 140
1974 1784 62 1722 —388 1123 788 1669 302 560 268 1040
1975 1488 78 1410 368 1274 1385 1667 339 1301 962 250
1976 136 50 1311 389 1660 1923 1437 447 1133 686 —
bty TemTH 168 e To8 SeT T oes T =
1977
March 1292 60 1232 608 1692 1923 1609 433 739 306 180
April 1324 65 1259 697 1733 1923 1766 407 512 105 180
May 1152 39 1113 714 1851 2030 1648 377 581 204 180
L S e 3o e w6y a0 = o
July 855 56 799 722 1874 2030 1366 364 389
o ey e e R o
o e 8 o e iy o
o R - ol SRR S e
46 867 797 1912 2556 1010 364 407
T el T e
1452 648 1983 3360 723 399 320 —79 180
e s oss aavs  1eec doT 257 o iso
2814 822 2142 3391 2387 406 288 —117 0
2839 785 2187 3408 2403 382 289 —93 —
3558 995 2636 3914 3275 382 229 —153 —
FOREIGN EXCHANGE SITUATION  Mil mk CURRENCY INDEX!
Net holdings, April 28, 1978 Change
1974 =100
?:?:|';an Other Total April Jan.—April
1978
Gold 133 — 133 - Jan.
Special drawing rights 187 — 187 — —17 Feb.
IMF gold tranche — — — — — March
Convertible currencies 2519 —3260 —741 +302 +832 April 117.2
Total 2839 —3260 —421  +302  +815 May 117.6
Tied currencies 785 169 954 53  +312

* See page 19, CURRENCY
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Domestic financial sector Corporate sector
Dis- Cheque
Egadf gf’ co:r:ged ggceg&lr?t Other l?:gimgts a(i’r"’.%fi‘!.‘:‘i Other 'ez':it‘" Receiv-  Liabili- rehcl::ii:v- N@o’fzs.
month redis- recaiv- receiv-  to the liabilities liabili- ables ables ties ables coins in
co[;;ﬂ;ed ables ables cor;ri;r;er- tgall’]c‘)(itil- ties (;I:g:%; (8—9) Ic;:i%ul;
banks
1 2 3 4 ) 8 7 8 9 10 11
197 849 o o 9 2 — 838 35 385 . .—30 1413
1973 2566 61 — — 2 — 2615 372 259 113 2082
1974 3034 114 260 4 4 13405 631 195 436 2462
1975 336 133 646 3 1 25 4136 933 B39 394 2865
1978 2920 174 15880 2 2 1139 3831 ..2888
: 3 4226 ..3187.

1977

March 2769 123 1690 2 0_1322 3258 1321 307 1014 2845

April. 2460 152 1480 = 3 11061 3027 1398 | 272 1126 . .2924

May 2749 1101193 2 .0 ._.832 3218 1437 263 1174 _ 2932

June 2768 128 1305 .5 0 _768 3428 1459 230 _ 1229 3154

July 2773 . 116 1320 6 .0 797 3407 1498 232 1266 3157

Aug 2779 85 1463 1 1 846 3479 1439 260 1179 3022

Sept. 2700 140 1303 5 0 1010 3128 1476 266 1210

Oct. 2722 122 1691 1 0 1376 3158 1467 305 1162

Nov. 3058 132 1809 1 O 1142 3856 1428 236 1192

Dec. 3091 110 2219 3 17 1190 4226 1416 242 1174

1978

Jan. 3060 139 2575 1 0 1900 3873 1439 239 1200 2990

Feb. 2668 149 2698 1 0 2440 3064 1504 331 1173 3040

March 2454 128 2288 1.0 2340 2524 1477 386 1091 3333

April 2 346 167 2012 3 O 1985 2527 1483 389 1094 3302

May 2004 120 1710 1 0 2223 1610 1386 416 970 3271

SELLING RATES FOR FOREIGN EXCHANGE Mk
May 22, 1978

New York * 1% 4,313 Frankfurto. M. 100 DM 202.80 Vienna 1008 28.20

Montreal 1% 3.880 Amsterdam 100 Fl 189.50 Lisbon 100 Esc 9.56

London 1£ 7.810 Brussels 2 100 Fr Madrid 100 Pta 537

Stockholm 100 Kr 92.50 Zurich 100 Fr 21750 Tokyo  100Y 1.900

Oslo 100 Kr 79.00 Paris 100 FF 9240 Reykjavik Kr

Copenhagen 100 Kr 75.40 Rome 100 Lit 0.497 Moscow 2 1 Rbl

1 As from Dec. 20, 1971 also applied to clearing accounts with Berlin Budapest and Sofia.
2 13.020 commercial rate; 13.020 financial rate,
3 Clearing account: also Bucharest.



DEPOSITS BY THE PUBLIC! Mill. mk
Demand deposits Time deposits
End of . Total
S
V,‘?,f,,’na{,‘,d Commer- baar\lllgg&s( Posti- All depos- Commer- Savings Co-op. Posti- All depos- (4+9)
cial banks %0-(?(;;. pankki it banks cial banks banks banks pankki it banks
an
2 3 4 5 6 7 8 9 10

1974 {2 723 ? 913 1638 5274 10 811 8279 6299 2646 28035 33309
1976 3472 1181 2 309 6962 12176 9743 7530 3200 32649 39611
1976 3071 1357 2336 6764 13282 11051 8610 3666 36608 43372
1977 2948 1506 2212 6 666 14999 1267 9846 4177 41693 48 359
1976.
Nov. 2962 1231 1924 6117 12502 10766 8473 3606 35347 41464
Dec. 3071 1357 2 336 6764 13282 11051 8610 3665 36608 43372
1977
Jan. 3013 1205 2382 6 600 13324 11162 8718 3692 36896 43 496
Feb. 2816 1262 2504 6582 13306 11267 88156 3741 37129 43711
March 2973 1342 2 353 6668 13371 11 363 8 880 3825 37429 44 097
April 3013 1299 2 388 6700 13567 11428 9007 3825 37817 44 517
May 3287 1359 2253 6899 13598 11594 9074 3850 38116 45015
June 3267 1406 2231 6 904 13740 11815 9211 3909 38675 45579
July 3031 1407 2131 6569 13828 11995 9 330 3954 39107 45 676
Aug. 3271 1486 2049 6 806 13960 12120 9474 3989 39543 46 349
Sept. 3042 1431 2053 6526 13966 12101 9471 3978 39516 46 042
Oct. 3147 1495 2027 6669 14167 121562 949 4012 39822 46 491
Nov. 3342 1508 2027 6877 14382 12350 9697 4066 40495 47 372
Dec. 2948 1506 2212 6 666 14999 12671 9 846 4177 41693 48 359
1978
Jan. 3096 1351 2 330 6777 14890 12747 9903 4203 41743 48520
Feb. 31086 1468 2478 7052 15191 12901 9996 4243 42331 49 383
March 2922 1420 2 340 6682 15350 13058 10102 4363 42873 49 555
* New series. See explanations on page 18.

% Change from corresponding month of previous year
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ADVANCES TO THE PUBLIC'—MONEY SUPPLY!

Mill. mk

Advances granted by

Types of advances

Money Supply

End of
year and j .
month Commer-  Savings  Co-gp Posti- L&ﬂgsir:& Cheque Erte)ngss tllr(: Yota) M. Mi+Quasi-
cial banks  banks banks pankki domestic  credits  foreign g‘» :g ;; ' Money
currency currency
1 2 3 4 5 6 7 8 9 10
1974 17462 7715 6457 ~ 4653 33261 1136 1890 36287
1875 20799 9108 7797 5597 38285 1281 3735 43301
1976 22077 10615 9247 6120 42617 1569 3873 48059
1977 24679 12312 10547 6609 47355 1690 5102 54147
1976
Nov. 21825 10417 9 000 6189 42012 1544 3875 47431
Dec. 22077 10615 9247 6120 42617 _ 1569 3873 48059
1877
Jan. 22376 10683 9271 6152 42796 1597 4089 48482 9382 47443
Feb. 22535 10761 9276 6178 42914 1631 4205 48750 9398 47
March 22703 1080t 9279 6293 42941 1621 4514 49076 ) £
April 23175 10885 9313 6242 43243 1561 4821 49615 9620 48164
May 23240 11065 9405 6337 43679 1545 4813 50037
June 23469 111564 9544 6362 430929 1639 4951 60619
July 23475 11263 9668 6312 44229 1675 4914 50718
Aug. 23598 11430 9791 6351 44670 1660 4840 51170
Sept. 24063 11640 9 962 6476 45328 1669 5154 52141
Oct. 24149 11823 10120 6598 45946 1717 5027 52690
Nov, 24440 12004 10283 6676 46592 1723 5088 53 403
Dec. 24679 12312 10547 6609 47355 1690 5102 54147
1978
Jan. 24843 12421 10575 68562 47794 1763 5134 54691 9875 52716
Feb. 25472 12509 10636 6731 47977 1787 5584 55348 10137 53709
March 25599 12863 10650 _ 6500 47817 1732 5783 55302
1 New series. See explanations on page 18.
% Change from corresponding month of previous year
25—
p s~ 'hn...“s.'
20 7 oy
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"'O..... .‘“““-“unn y
10 ADVANCES TO THE PUBLIC "*m*"
ot v ol by b b bon bty Do Lol daa lualyg
1975 1976 1977 1978




STATE FINANCES Mill. mk
Jan.—March Jan.—March
Revenue — Expenditure
1977 1978 1977 1978
Income _and_wealth_tax_(net) 2664 1.902 Wages, salaries, pension etc. 1320 1439
Gross_receipts (7392) (7258) Repair and maintenance 154 161
Refunds & local authorities (—4728) (—5356) Other consumption_expenditure 673 785
Other taxes on income and Total consumption expenditure 2147 2385
- wealth. . : 66 3 State aid to local authorities 1880 2118
Employers child allowance State aid to industries 999 1045
~-Rayments 208 182 of which: agric. price subsidies __ (592) _ (584)
Sales tax.. - 1867 2126 chilg allowances 257 278
Customs duties aer import Share in national pensions and
------ charges and lovies 197 196 sickness insurance schemes 72 78
. e
Excise duty on alcoholic i
beverages ! 350 394 Total ?ransfer expenc.ilture 4182 4616
Excise duty on tobacco 198 237  Machinery and equipment 292 821
Excise duty on hiquid fuel 372 515 Construction of buildings ' 126 132
Other excise duties 1 - 245 283 Land and waterway construction 332 365
Tax on autom. and motor-cycles 156 163 Total real investment 750 808
Stamp_duties ) 166 188 Interest on State debt 102 129
Special diesel etc. vehicles tax 15 42  Net deficit of State enterprises 21 —42
Other taxes and similar revenus ! 168 143  Other expenditure 27 12
Total taxes 6 369 6414 Total other expenditure 150 99
Miscellaneous revenue 512 609 Increase in inventories —2 —34
Interest, dividends ete. 77 81 Lending 742 489
Redemptions of loans granted 38 54 Other financial investment 121 100
Total revenue 6 996 7158 Total expenditure 8 090 8 463
Foreign borrowing — 811  Redemption of foreign loans 28 64
Domestic borrowing 304 536 Redemption of domestic loans 166 195
Total borrowing 304 1347 Total rademptions 194 259
Deficit (+) or surplus (—) +984  +217
Total . ... TYotal 8284 8722 Total 8284 8722
1 New series.
1975 1976 1877 1978
State debt L — — e
Daec. Dec. Dec. Jan. Feb, March
Foreign debt 1603 2248 3679 3652 4013 4505
Loans . 1645 2175 2963 3016 3106 3245
Compensatory obligations 1 1 1 1 1 1
Short-term_credit 856 287 1756 163 128 123
Cash debt (net) —242 —643 —669 —497 —368 —b76
Domestic debt 1489 1820 2470 2683 2867 2793
Total State debt 3092 4068 6149 6 335 6 880 7 298
Total debt, mill $ 798 1069 1493 15676 1682 1746




FOREIGN TRADE M

ill. mk

i Indices of exports and
Valueme.mk imports 1976 = 100

Period Surplus of Period Volume Unitvalue
Exports Imports exports (+) Terms of
f.ob. c.i.f. or imports trade
-) Exports Imports Exports Imports
1973 14605 16599 1994 1973 121 93 60 64 94
1974 20 687 25 666__ -—{}“979 __1__974 121 100 85 92 92
1975 20247 28 002 —7 755 1975 100 100 100 100 100
1976 24 5056 ) 28 555 ) ——4 050 1976 117 96_ 103 107 97
1977+ 30945 30712 +233  1977* 120 88 119 124 96
1992 75 1976
+217 July-Sept. 89 94 100 101 99
2169 - 86 QOct.-Dec. 11 6_100 100 103 97
240
3120
2443 1976
2 397 Jan.-March 99 87 100 104 96
2848 + 53 Apr-June 114 84 102 106 96
__2 588 +403 July-Sept. 116 98 105 109 96
28t h 89 Oct-Dec, ~ 136 107 108 112 96
_ 3050 +105
1977*
1978* _q_g___r_n__._:_March 124 83 112 116 97
Jar__’l. o 2511 2622 —111 _Apr.-June 115 88 118 125 94
Feb. 2524 2 192 +332 July—Sep_t_. o 129 84 122 130 94
March 2750 2565 _.F185  Oct-Dec. 143 93 126 181 @ 95
Jan.-March i
1977 7 007 6785 +222 1978*
1e78r . 7785 7878 ... Y406 Jan-March 124 78 124 185 92
Index Index
Unit value indices 1975=100 . Seasonally adjusted volume 1975 =100
. 150
140
100 130 A
s - \ TOTAL EXPORTS N
R 120 H'\V/
80 /" 10 \ /
&,
60 EXPORTS F.O.B. Y \o,.A ’J
100 |~ %3 e o
TERMS OF TRADE 90 el h"‘t'-- Sl
100 TOTAL IMPORTS LA
om—— 80 s
ol T L1 I Lt 11110111 7(,i||||||1|||||
1974 1975 1976 1977 1974 1975 1976 1977

2 1278012138



FOREIGN TRADE BY MAIN GROUPS Mill. mk
Exports, .o b. Imports, c.i.f.
Period Agri- Metal, en- Raw Finished goods
cultural ,WOOd ) Paper gineering Other materials Fuelsand _ .. Other
and other  industry industry industry goods and fubricants goods
primary products products products producer Investment Consumer
products goods goods goods
1973 432 2 458 5 266 2921 3528 9916 729 2919 2968 67
1974 464 31563 7872 4245 4953 16 625 1978 3857 3282 24
1975 449 2177 7225 5 3567 5039 17 058 1670 5222 3989 63
1976 804 2892 7860 6891 6058 17828 1581 4966 4103 77
1977* 1100 3854 8798 9184 8009 19124 2067 4834 4600 87
1977*
Feb. 45 232 625 476 539 1297 102 271 320 2
March 181 261 802 692 685 1488 85 381 448 2
April 54 246 630 600 554 1277 107 373 405 7
May 106 350 681 435 661 1451 148 370 441 11
June 90 366 750 770 565 1984 202 565 363 16
July 87 352 701 10456 648 1609 178 319 316 21
Aug. 48 340 674 605 573 1591 165 275 356 10
Sept. 44 337 795 943 782 1789 284 372 399 4
Oct. 4 321 763 1106 770 18655 222 321 389 1
Nov. 44 417 896 802 801 1729 198 511 453 0
Dec. 156 346 836 962 855 1870 232 530 412 6
1978~
Jan. 160 322 721 656 652 1558 193 493 376 2
Feb. 34 266 821 727 676 1399 124 327 340 2
March 153 322 901 546 828 1564 89 475 436 1
Jan.-March
1977 430 779 2082 1916 1800 4169 331 1198 1076 11
1978~ 347 910 2443 1929 2156 4521 406 12956 11562 5
Mill.mk Mill. ik
Seasonally adjusted value Seasonally adjusted value
3~month moving averages 3-month moving averages
2200 T T 800
MULTILATERAL IMPORTS C.LF, .
2000 i !"jﬁ?f?‘c)"' 700
1800 "‘..' " .." 4 600 BILATERAL IMPORTS
T
1600 YN/ of3
1400 / M e £
\ )' %LTILATEHAL EXPORTS F.O.B 40 M
1200 == 0
BILATERAL EXPORTS F.OB,
1000 WLV LU CUUL L VLT 300HII.HlIIHIIIHIIIIIHIHIIIIIIIIIHIIIIIHII
1975 1976 1977 1978 1975 1976 1977 1978
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FOREIGN TRADE BY COUNTRIES? Mill. mk
Exports, f.o.b. Imports, c.i.f.
January—March January—March
Area and country
1977+ 1978* 1977+ 1978*

% Mill. mk % Mill. mk % Mill. mk % Mill. mk
OECD countries in Europe 67.6 4734 623 4849 62.7 4256 61.2 4516
Austria ) 0.7 52 08 58 17 116 14 105
Belgium and Luxembourg 16 114 18 180 20 186 1.9 139
Denmark 43 299 39 306 29 196 28 211
France 36 251 40 314 31 209 3.2 234
Federal Republic of Germany 110 770 112 874 1561059 142 1050
ltaly . 16 .30 16 127 24 166 23 171
Netherlands 39 21 35 274 .28 188 28 206
Norway 5.5 388 44 341 23 160 24 176
Portugal — ) 0z _ 17 .02 17 05 31
Spain e 10 67 .07 56 .20 138
Sweden 178 1245 138 1076 160 1087 162 1195
Switzerland . o ...20 144 21,189 23 185 22 167
United Kingdom _ 117 818 127 984 87 593 101 744
Other e 27 188 16 13 0.4 25 0.6 42,
OECD countries outside Europe 69 482 72 564 .89 603 84 620
Canada - 0.7 49 05 39 0.3 19 0.4 32
Japan 06 41 1.0 ___.83 28 188 2.7 196
United States 5.0 347 4.6___ 3568 6.6 384 5.1 374
Other 0.6 46 11 84 0.2 12,02 18
CMEA countries 181 1267  19.2 1493 206 1400 204 1502
Czechoslovakia 0.4 27 0.5 38 04 30 0.4 32
German Democratic Republic 1.0 68 0.6 46 0.5 34 0.6 43
Poland 08 58 06 46 1.9 127 1.9 138
Soviet Union ' 150 1050 165 1284 170 1157 161 1190
Latin America _ 1.4 101 4.4 338 4.4 298 3.7 27‘1
Argentina 02 16 02 13 01 5 01 7
Brazil 05 32 0.5 36 0.9 61 08 59
Colombia 0.0 3 02 14 1.8 125 19 147
Other 0.7 50 35 275 1.6 107 0.9 67
Other _ 6.0 423 69 541 34 228 6.3 467
GRAND TOTAL _ 1000__7007 1000 7785 1000 6785 1000 7379
of which
EFTA countries_ _ 26.5 1855 21.3 1662 23.0 1559 22.9 1689
EEC countries 382 2674 39.7 3088 37.7 2556 375 2769
'OECD countries 745 5216 695 5413 71.6 4859  69.6 5136

t New series. See explanations on page 18,
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BALANCE OF PAYMENTS

Visible and ,yestment

Visibl Visibl Visibl Oth Transf
Period e;;g’r:s irr:rs;ortes trade T“‘ﬂ:{’”" Tr:;’f - sersiceers, m,};'::jt;le income, par;rrrlser?trs. fc'"'cr;f,::
fob. c.if. account net account net net
19756 20181 —7768 + 984 +105 +217 —6452 —1414 —108 —7974
1976 24372 —4100 +1193 + 22 +245 —2640 —1749 —118 —4507
1977* 30775 + 146 +1286 — 12 +380 +1800 —2434 —140 — 774
1976
Jan-March 5143 7368 —2225 4292 43 —44 —2020 316  —57 —2393
Apr-June 4695 6688 —1993 +221 + 13 — 2 —1761 379 —15 —2156b
July-Sept. 4482 6649 —2167 +237 +1 42+ 57 —1731 —308 — 6 —2045
Oct.-Dec. 6361 7234 —1373 +234 — 7 +206 — 940 —411  —30 —1381
1976
Jen-March 4987 6307 —1320 4262 — 50 + 65 +1053 —347  —36 —1435
Apr-June 6864 6224 — 360 +252 + 49 + 26 — 33 —485 —26 — 544
July-Sept. 6098 7516 —1417 +365 + 62 +110 — 880 —434 —17 —1331
Oct-Dec. 7423 8426 —1003 +324 — 39 + 44 — 674 483 —40 —1197
1977*
Jan.-March 6978 67656 + 213 + 321 — 80 + 74 + 528 — 506 —46 — 24
Apr-June 6820 7689 — 869 + 268 + 10 + 35 — 666 — 726  —I11 1293
July-Sept. 7933 7671 + 262 + 343 +118 +193 + 916 — 532 —29 + 355
Oct-Dec. 9044 8504 + 540 + 354 — 60 + 78 + 912 — 670 —54 + 188
Mill.mk T

1000 —

0
-500
-1000

-1500

~2000

-2500

] viSIBLE TRADE ACCOUNT
2

500 | [ VISIBLE AND INVISIBLE TRADE ACCOUNT __|
CURRENT ACCOUNT

Seasonally adjusted quarterly figures

VA
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Miil. mk

o Aoy Long el Curene (S D Ml Qua Fouvemornens
Dra\:)vfmgs At\:)\g;t 28 Torm |023‘_)t‘:m Long-term  and ‘l:r:\e%?tr; gﬁ‘e%?{é short-term  deficit
opglom S5t st OB SHTendtem W el e on
o™ ™ ot T i oy e S e gy foch

net net omissions ments holders

+6729 —1445 —214  + 62  +5132 2842 + 638 +1449 + 8 — 747 —444
+6130 -—1786 —191 + 48 +4202 — 305 + 138 —1288 +1327 — 128 + 78
+6454 —2745 —241 229  +3239 +2465 -—1644 — 470 — 940 -- 489 —170
+1206 —310 — 24 + 11 _ + 883 —1510 + 310 + 758 — 36 — 477 — 32+ 509
+1870 —433 — 48 + 9 +1398 — 757 — 140 + 758 + 296 + 157 —668 + 511
+2121 —287 — 3 + 57 +1888 — 157 + 131 — 34 + 265 + 206 + 91 — 296
+15632 —415 —139 — 156 + 963 — 418 + 337 — 33 — 518 — 632 +1656 + 467
+1404 374 + 5+ 11 +1046 — 389 — 628 + 119 + 996  + 98 +373 — 471
+2096 —394 — 9 — 7 +1600 +1056 — 158 + 120 — 560 + 458 —485 + 27
+1239 568 — 11 — 25 + 635 — 696 + 566 — 764 + 722 — 173 +263 — 90
+1391  —449 — 90  + 69+ 921 — 276 + 359 — 763 + 169 — 511 — 73+ 584
+1022 550 —127 - 24+ 321 + 297 — 802 + 149 — 249 — 605 —140 + 745
+1273  —867 + 35 — 37 + 414 — 879 — 320 + 149 + 144 — 906 +358 + 548
+1 252 —647 —156 — 89 + 360 + 715 + 217 — 384 — 603 — 55 —319 + 374
+2907  —691 + 7 — 79  +2144 +2332 — 639 — 384 — 232 +1077 — 69 —1008

Assets: increase —, decrease +. Liabilities: increase +, decrease —.

1 Including Direct investment, net,
2 {ncluding Allocations of special drawing rights: 88 miltion in 1970, 85 million in 1971 and 85 million in 1972,

Mill.mk
2500
2000

I

% CURRENT AND {ONG-TERM CAPITAL ACCOUNT

[

] OVER-ALL SURPLUS / DEFICIT EXCL. RESERVE MOVEMENTS
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PRICE INDICES
Wholesale prices 1949 = 100 Building costs
Origin Purpose Stage of processing 1973 =100

Pertod Total  Domes- Im- Pro- Macginery Con- maF;:\r’i\{als Si;op-l Y ’;','lgtr’? VWages Buildi

tic ported  ducer yangport SUMEr  and com- cessed Orately Total buillréing m:{er:gﬁ

goods  goods  goods equipm., 90008 modities goods Processed rade
goods
1976 626 646 548 614 707 621 679 594 614 162 142 154
1977 692 713 610 667 804 695 728 654 695 171 154 176
1977
June 692 714 610 667 802 698 725 659 694 172 158 176
July 697 719 613 671 807 704 736 661 697 173 1568 176
Aug. 696 718 610 667 806 706 727 663 700 175 158 180
Sept. 701 722 621 673 826 705 730 6656 707 175 158 180
Oct. 703 722 631 675 829 709 735 666 710 175 157 180
Nov. 705 723 632 677 830 709 737 665 711 176 167 181
Dec. 706 724 634 677 833 716 735 666 713 176 167 182
1978
Jan, 706 725 637 675 845 713 730 667 719 177 165 183
Feb. 711 730 639 679 853 719 736 665 727 177 165 183
March 716 731 658 683 869 719 736 670 733 178 165 184
April 717 733 658 683 869 725 740 669 736 178 156 185
Consumer prices 1972 =100
Cost of S?‘?:‘:r Furniture
e oot T 0% B o roca W O mew TS0 g, Ecmen S0

=100 tobacco \35;} lighting op:::tjlon port recreation sei:'cgzes
1976 449 3562 174 182 164 166 171 200 164 174 162 1856
1977 506 397 196 216 174 181 183 221 181 197 188 209
1977
June 506 397 197 219 174 182 181 222 181 197 184 209
July 510 400 198 222 174 177 181 222 182 199 190 211
Aug. 518 407 201 226 174 179 190 223 183 202 191 213
Sept. 520 408 202 225 174 184 190 223 184 202 193 215
Oct. 522 410 203 225 174 185 190 228 185 203 194 216
Nov. 524 412 204 226 174 187 192 230 186 203 195 217
Dec. 525 412 204 225 174 186 192 233 187 205 196 217
1978
Jan. 526 412 204 222 174 183 192 234 188 209 198 218
Feb. 532 417 207 223 190 187 192 235 188 212 198 222
March 533 419 207 224 190 190 192 235 189 212 198 223
April 536 420 208 224 190 192 192 236 190 213 200 223
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WAGES

Period

Index of salary and wage earnings 1964 =100

By industries

By institutional sectors

i All All All
Wage earners in Munic- Employ- .
moioy- Swte M PR sy voge  employ
Agri- Con- ees in employ-  gmpjoy- private
culture  Industry  siruction services ees ees sector
1976 599 442 428 361 360 353 416 346 441 399
1977° 669 484 456 385 387 876 481 372 477 431
1976
July-Sept. 602 448 434 364 364 3565 425 349 451 406
Oct.-Dec. 639 456 440 364 364 356 426 350 451 407
1977*
Jan.-March 6563 457 440 372 374 364 428 3567 453 411
Apr.-June 665 488 454 386 391 378 455 373 484 435
July-Sept. 670 493 463 388 390 379 460 376 487 438
Oct.-Dec. 705 498 466 396 394 380 466 383 491 444
1978*
Jan.-March 695 499 466 397 395 380 468 384 493 445
PRODUCTION
Volume indices of production 1964 =100
Penod Gross  |ndus- Construe- -@nd and Transport Commerce, Qwnership Public
domestic nal Agri- For- tion of waterway and com- banking of admin, Servi
product  Pro- culture  estty  pyjldings CONStruc-  munica- and dwellings and Services
duction tion tions insurance defence
1975 161 192 100 83 175 104 158 188 166 168 169
1976* 163 1956 101 79 156 103 160 191 173 176 174
1977+ 162 191 96 83 157 101 160 186 181 182 178
1976*
Jan.-March 157 202 62 84 123 102 149 182 171 174 172
Apr.-June 161 185 97 91 137 106 157 187 172 175 174
July-Sept. 160 167 178 56 169 101 161 186 173 176 174
Oct.-Dec. 172 216 67 86 196 102 171 207 177 179 177
1977~
Jan-March 158 200 61 99 128 100 162 175 179 180 177
Apr.-June 159 190 81 94 139 103 167 184 18D 180 177
July-Sept. 159 167 166 54 170 101 162 180 181 182 178
Oct.-Dec. 171 209 76 83 190 102 171 204 185 184 180
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PRODUCTION

Index of industrial production 1970 =100

Special indices of manufacturing Total,
Period adjusted
Invest- Other Consumer Non- for
Total merét produdcer goods Food Wood Paper  Chemical metallic  Metal seasonal
goods goods industry industry industry industries mineral  industry varia-
industry tions
1974 127 141 122 135 112 107 124 154 136 141 127
1975 122 178 110 130 113 76 95 143 128 150 122
1976 1256 179 108 143 110 82 99 148 118 150 124
1977 122 160 108 138 109 89 96 140 115 142 122
1977*
Jan. 130 178 116 141 99 _ 86 96 182 128 1563 126
Feb. 126 171 112 138 93 88 100 _______ 164 117 149 125
March 126 160 112 141 103 101 94 147 115 146 T
April 1156 151 102 128 99 92 90 136 96 136 116
May 130 180 114 148 1156 114 101 134 127 158 123
June 118 173 101 139 106 95 79 106 123 152 123
July 64 63 58 78 95 41 58 77 61 51 117
Aug. 126 154 110 145 115 88 108 137 121 139 123
Sept. 135 179 120 151 115 97 115 147 132 158 127
Oct. 134 176 120 150 123 92 110 141 128 156 125
Nov. 136 181 121 155 127 97 109 151 122 162 125
Dec. 124 165 111 140 111 82 92 152 104 143 124
1978*
Jan, 131 168 118 143 104 86 109 162 118 149 122
Feb. 125 154 112 140 95 84 110 152 114 138 122
March 132 162 118 148 104 102 106 170 117 147 122
index index
Index of industrial production 1970=100 Index of industrial production 1970 =100
seasonally adjusted monthly figures seasonally adjusted monthly figures
140 TOTAL INDUSTRY 220
M ' INVESTMENT GOODS
120 200
b o L o i~
100 -3 £ T s 180
. ss H " & »
ih, o VA .::Yg"s "
80 [Pt =% 43—t 160
Y PAPER CONSUMER GOODS ’\’
60 ﬁ ¥ INDUSTRY 140 H P & 7 ey
WOOD INDUSTRY = & 4,"' “ i, im" " Raus
" [
40 O ,ZOMLH LOLLCL UL TN

1975 1976 1977 1978 ) 1975 1976 1977 1978
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LABOUR—TIMBER FELLINGS—INTERNAL TRADE

ormoning  apotel Employed Un. ~ UneleoY- Commercial  Retalers g

Pernod 1age a glaur grce, 1000 en%po%\(/)e %'otf) total ; (f)%lgngs'_d v_olgme vplgme

persons  PerSOns persans persons force. oo e 19722900 1972 =100
1975 3513 2272 2221 51 2.2 29133 122 127
1976° 3547 2254 2163 91 40 27 305 123 127
1977* 3561 2248 2111 137 6.1 27 814 112 121
1977* :
Jan, 35563 2199 2070 129 5.9 2 455 93 95
Feb. 3657 2181 2048 133 6.1 2934 95 109
March 3556 2179 2047 132 6.1 3564 109 127
April 3558 2172 2035 137 6.3 3227 1 123
May 3556 2207 2073 134 6.1 2 856 115 128
June 3564 2425 2287 138 57 1870 17 119
July 3562 2436 2288 148 6.1 685 116 104
Aug. 3563 2329 2188 141 6.0 1240 118 127
Sept. 3565 2222 2100 122 5.5 1824 116 133
Oct. 3567 2218 2092 126 5.7 2090 111 125
Nov. 3567 2195 2 050 145 6.6 2 355 111 124
Dec. 3570 2210 2 051 159 7.2 2714 137 133
1978*
Jan. 3572 2199 2007 192 8.7 2625 94 102
Feb. 3571 2187 2001 186 8.5 3076 92 110
March 3572 2195 2 007 188 8.5

CONSTRUCTION OF BUILDINGS

Building permits granted Buildings completed

Building-
works
Residen- Farm mglrﬁ!ma[ Public Residen- Farm lnd:ﬁgial Public ucrg;i',er
Period Total tial i : i Total tiat o ; idi i
buildings buildings tl))&skljr:ﬁzss buildings buildings buildings gajﬁglgzss buildings  struction
Million cubic metres
1974 53.23 2236 3.26 21.30 3.62 4650 21.54 2.75 17.04 3.14 52.84
1975 51.42 19.66 379 21.62 3.39 47.85 20.59 2.80 18.68 3.64 52.45
1976 4689 19.95 3.93 1581 384 4125 1774 316 1540 269 51.85
1977* 41.62 18.82 423 11.90 3.72 4312 17.89 3.01 16.67 3.28 48.38
1976*
Oct.-Dec. 11.96 4.09 0.69 5.12 1.45 13.156 6.29 1.19 402 0.81 51.86
1977*

Jan.-March 6.73 2.92 0.66 1.91 0.83 9.43 3.69 0.47 451 057 47.95
Apr.-June 13.22 7.00 1.71 2.69 0.80 8.76 4.16 0.38 276 099 51.62
July-Sept. 11.20  4.67 1.06 3.70 091 10.92 4.04 1.06 402 099 52.69
Oct—Dec. 10.47 423 0.80 3.60 118 14.01 6.10 1.11 528 0.73 48.38
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EXPLANATIONS RELATING TO THE STATISTICAL SECTION

BANK OF FINLAND

The balance sheet of the Bank of Finland was revised on Dec. 31,
1974 in connection with the revision of accounting legislation.
New series have been built according to the revision. When the
figures are not fully comparable to the previous ones, the series is
broken by a lina.

Page 4. Foreign sector. Gold and convertible exchange receiv-
ables = Gold + Special drawing rights + IMF gold tranche + Con-
vertible currencies.

Gold and convertible exchange reserve = Gold and convertible
exchange receivables — Liabilities in convertible currencies.

Non convartible axchange reserve = Recewvables in tied currencies
— Liabilities in tied currencies.

Other receivables = Foreign  bills + Foreign
subscription to Finland’s quota in the IMF,
Other liabilities = IMF mark accounts + Allocations of special
drawing rights + Term liabilities.

bonds + Currency

Public sector: Recetvables = Total comnage + Other public sector
receivables + Bonds.

Liabilities = Cheque accounts + Counter-cvclical reserves + Capital
import deposits + Other public sector claims.

Deposit certificates are interest bearing, freely transterable, term
liabilines of the Bank of Finland. Their maturities range from one
week to one year.

Page 5. Domestic financial sector: Other receivables = Call monsy
market advances + Bonds + Other financial institution re-
ceivables. Other liabilities = Call monev market deposits + Capital
import deposits + Other financial institution claims.

Corporate sector: Receivables = New export bills + Financing ot
suppliers credits + Qther corporate receivables + Bonds.

Liabilities = Investment deposits + Counter-cyclical withholdings
+ Capital import deposits + Import levy deposits + Other cor-
porate claims.

DEPOSITS BY THE PUBILIC —
ADVANCES TO THE PUBLIC — MONEY SUPPLY

Figures for deposits and advances are supplied by the Central
Statistical Office.

Page 6. Deposits by the public. The central government and the
financial institutions are mainly excluded from the public,

From 1874 deposits include domestic deposits denominated in
foreign currency.

Page 7. Advances to the public. The central government and the
financial institutions are not included in the public.

Postipankki‘s (Post Office Bank’s) advances do not include loans
granted by the State Investment -Fund (INRA)., Domestic credits
in foreign currency are mainly granted by the commercial banks
and the rest by Postipankki.

Money Supply. M, = Finnish notes and coins in circulation —
Finnish notes and coins held by the banks+demand deposits
held by the public (incl. demand deposits at the Bank of Finland)
Quasi-Money = Time deposits held by the public (incl. time
deposits at the Bank of Finland)

Note: Domestic deposits in foreign currency included in money
supply since 1974, In the money supply the public includes non-
monetary financial institutions.

STATE FINANCES

Page 8. Official figures computed by the Economic Department ot
the Ministry of Finance. First date of publication: Bulletin No. 8.
1968. Revenue and expenditure: Extra-budgetary funds and the
aggregated net current deficit of State enterprises are : ncluded.
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Figures are reported on a cash payment basis. Debt: Foreign debt
includes promissory notes given to international organizations.
index-tied bond loans are taken at nominal values. Cash debt
(net) = net debt to the Bank of Finland plus short-term debt to
Postipankki less cash holdings (net) of State departments and
funds.

FOREIGN TRADE

Pages 9—11. Figures supplied by the Board of Customs. /ndices
(p. 9). The volume indices are calculated according to the Paasche
formula and the unit value indices according to the Laspeyres
formula. Terms of trade: the ratio of export indices to import indices.
Foreign trade by countries (p. 11): trom January 1978 imports
by countries of origin exports by countries of consumption.

BALANCE OF PAYMENTS

Pages 12—13. Figures are calculated by the Bank of Finland.
in addition to the Board of Customs figures, exports include
grants in kind but exclude stevedoring expenses and imports
include seamen’s duty-free tmports. non-monetary gold. grants
in kind and adjusted allowance for smugagling.

PRICE INDICES

Page 14. All indices calculated by the Central Statistical Office.

WAGES — PRODUCTION

Pages 15—16. Figures supplied by the Central Statistical Office.
Page 16. /ndex of industrial production calcutated by the Central
Statistical Office. The grouping by branches of industry is in
accordance witn the Standard industrial Classification {SIC) which
is a version of the 1968 edition of the 1S1C. The SIC facilitates interna-
tional comparisons between Finnish statistics and corresponding
data from countries which use the ISIC. The seasonally adjusted
series is calculated by the Bank of Finland on the basis of the index
of :ndustnal production per working day according to a method
rasembling the U.S. Bureau of Census Method II. Commodities
according to use: investment goods weight 7.0. other producer
goods weight 67.0 and consumer goods wetght 26.0. The weights
fot the special manufacturing indices are food manufacturing
(SIC 311-2) 9.8, manufacture of wood, and wood and cork
products {S1C 311-2) 8.0, manufacture of paper and paper products
{SIC 341) 15.2, manufacture of industrial chemicals (SIC 351-2)
5.2, manufacture of non-metallic mineral products except products
of petroleum and coal (SIC 361-9) 3.6 and metal industry (SIC
37-38) 25.9.

LABOUR — TIMBER FELLINGS — INTERNAL TRADE —
TRAFFIC — CONSTRUCTION OF BUILDINGS

Page 17 Labour figures supplied by the Central Statistical Office
Commercial umber fellings compiled by the Mimistry of Labour.
Retailers’ and Wholesalers' volume indices supplied by the Central
Statistical Office. Construction of buildings figures calculated by

the Central Statistical Office.

SYMBOLS USED

» Prelimnary

r Revised

0 Less than half the final digit shown
Logically impossible

.. Not avaitable

— Nil

§ affected by strike



SOME PARTICULARS ABOUT FINLAND

FORM OF GOVERNMENT

From 1155 to 1809 Finland formed a part of the kingdom of Sweden.
Connected from 1809 with Russia, Finland was an autonomous
country with the Emperor as Grand Duke until December 6, 1917,
the date of Finland’s declaration of independence. The republican
constitution was adopted in 1919. The legislative power of the
country is vested in Parliament and the President. The highest

executive power is held by the President. elacted for a period of

6 years. Mr. Urho Kekkonen has been President since 1956 and he
was re-elected for the period March 1, 1978, to March 1, 1984,

Parliament, comprising 200 members, is elected by universal
suffrage for a period of 4 years. The number of seats of the different
parties in Parliament elected in 1975 is as follows: Social Democrats
54, People's Democrats 40, Centre Party 41, Conservatives 34,
Swedish Party 10, Liberal Party 8, Christian Leagus 9, Finnish
Farmers Party 2 and Finnish People's Constitutional Party 2.

INTERNATIONAL ORGANIZATIONS

Finland became a member of BIS 1930, IMF 1948, iIBRD 1948.
GATT 1960, UN 1955 IFC 1958, IDA 1960, EFTA 1961, ADB
1966, OECD 1969, and IDB 1977.

LAND

THE AREA is 337 000 square kilometres (Great Britain's area is
245 000 sq. km and ltaly’s area 301 000 sq. km). Of the total,
inland waters form 9.4 %. Of the land area (1970) 2.7 mill. ha
(9.6 %) are cultivated and 19.1 mill. ha (68.4 %) are covered by
forests.

OWNERSHIP OF LAND (1970): The total land area was distrib-
uted among different classes of owners approximately as follows:
private 80.7 %, State 29.4 %, joint stock companies etc. 8.0 %,
municipalities and parishes 1.9 %.

POPULATION

NUMBER OF INHABITANTS (1976): 4.7 million. Sweden 8.2.
Switzerland 6.4, Denmark 5.1 and Norway 4.0 million.

DENSITY OF POPULATION (1976:) In South Finland 46.2. in
East and Central Finland 13.9, in North Finland 4.0 and in the
whole country an average of 15.5 inhabitants to the square kilometre,

DISTRIBUTION BY AREA (1976): 41 % of the population in-
habit the rural areas, 59 % towns and urban districts. The largest
towns are: Helsinki (Helsingfors), the capital 493 324 inhabitants,
Tampere (Tammerfors) 166 179, Turku (Abo) 164 520.

EMPLOYMENT (1976): Agrnculture and torestry 14 %. industry
and construction 35 %, commerce 15 %, transport and communica-
tions 8 %. services 28 %.

LANGUAGE (1975): Finnish speaking 93.3 %, Swedish speaking
6.4 %. others 0.3 %.

EDUCATION (1977): Practically all persons over 15 years of age
are literate. There are 6 universities (the oldest founded in 1640)
and 14 colleges of university standard.

CHANGE OF POPULATION (1978): births 140 9/o, deaths
9.4 8/,,, change + 2.7 /4, net emigration 2.0 2/e. Deaths in
France 10.5 9/oo and Great Britain 12.2 9/g0.

TRADE AND TRANSPORT

NATIONAL INCOME (1978, in million marks): Gross domestic
product at factor cost by industrial origin: agriculture 6 407 (6 %),
forestry and fishing 4 950 (6 %), manufacturing 31 509 (31 %),
construction 9233 (9 %), transport and communication 10 849
(11 %), commerce, banking and insurance 13 585 (14 %), public
administration 5 284 (5 %). ownership of dwellings 3 639 (4 %)
services 15 681 (15 %), total 101 017. index of real domestic prod-
uct 162 (1964 = 100).

FOREST RESOURCES (1976): The growing stock comprised of
1520 mullion m® (solid volume with bark) of which 456 % was
pine and 37 % spruce, the remaining 18 % being broad-leaved
trees, chiefly birch. Of the growing stock, 637 million m2 was
up to the standard required for logs. 56 % of these being pine.
The annual growth was 57.4 million m3® and the total removal,
calculated on the basis of roundwood consumption, was 42.4
million m3.

AGRICULTURE (1975) Cultivated land 25 million hectares.
Number of holdings 248 700 of which 167 800 are of more than

b ha. Measure of self-sufficiency in bread cereals 133 % in the
crop year 1975/76.

INDUSTRY ({1975): Gross value of industrial production 89 210
mill. marks, number of workers 410 181, salaned employees
132 074. motive power (1978) 6.7 mill. kW. Index of industrial
production 127 for 1976 (1970 = 100).

STATE RAILWAYS (Jan. 1. 1978) Length 6 063 km.

MERCHANT FLEET (April 30, 1978): Passenger vessels 118
(197 058 gross reg. tons), tankers 51 (1 165 653 gross reg. tons),
dry cargo vessels 212 (958 002 gross reg. tons), other vessels 72
{9 640 gross reg. tons), total 453 (2 330 353 gross reg. tons).

MOTOR VEHICLES (Dec. 31, 1977): Passenger cars 1 075 400,
lorries and vans 136 200, buses 8 800, others 7 200, total 1 227 600.

FINNISH AIRLINES (April 1, 1977): Finnair and Kar-Air have in
use 4 DC-8, 1 DC-6-ST, 8 Super Caravelles, 8 DC-9s, 6 DC-9-b1s,
2 DC-10-30 and 5 Convair Metropolitans. Companies have scheduled
traffic outside of Finland to 32 airports and to 20 domestic airports.

FINANCE AND BANKING

CURRENCY. Since 1860, Finland has had its own monetary
system From 1877 until 1914 the country was on the gold
standard, and returned to it in 1926. In 1931, the Central Bank's
duty to redeem bank notes in gold was suspended and at the
end of 1962 was entirelv cancelled The monetarv umit is the mark
(Finnish markka) The last par value of the mark was set on
Oct. 12, 1967 and was 0.21159 grams of fine goid per mark
(equivalent, at the time, to 4.20 marks per U.S dollar). Since
Nov. 1, 1977 the external value of the mark has been officially
expressed in terms of a currency index. This index is trade-
weighted and indicates the average change in the currencies
which are important in Finnish foreign trade. The permissible
range of fiuctuation is 2.25 per cent on either side of the
arithmetic mean. The fluctuation limits are 121.7 and 116.4,

THE CENTRAL BANK. The Bank of Finland (estab. 1811) functions
under the guarantee and supervision of Parliament. Its Board of
Management 1s appointed by the President of the Republic; the
Bank Supervisors, nine in number, are elected by Parliament. The
Bank has a head office in Helsinki and 12 branches in other towns.

OTHER CREDIT INSTITUTIONS (Dec. 31. 1977) There are two
big and five small commercial banks with in all 858 offices, 280
savings banks 376 co-operative banks, six mortgage banks. Posti-
pankki and three development credit institutions. The co-operative
stores accept deposits from their members. The Social Insurance
Institution and fifty-eight private insurance companies also grant
credits.

RATES OF INTEREST (May 1. 1978) The official discount rate
of the Bank of Finland (the basic rate applied by the Bank of
Finland for discounts and rediscounts of commercial banks) is
7 %%. The range of rates for other credits granted by the Bank
of Finland is between 5 % and 8 % %. Other credit institutions
time deposits 3 % %; 6 month deposits 4 % %: 12 month deposits
6 % %: 24 month deposits 6 %% 36 month deposits 7 %% +
savings premium; 36 month deposits 7 %% + tax concession.
The highest lending rate 10 % %.
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PUBLIC FINANCE IN 1977

by Erkki J. Tassia, M.Pol.Sc.

Economics Department of the Ministry of Finance

and Immo Pohjola, Lic. Pol.Sc.

Economics Department of the Bank of Finland

In the last few years, fiscal policy has principally
been aimed at restoring the current account
balance, promoting employment by using
selective measures, and curbing the rate of
inflation and the growth of public expenditure.
In 1977 the current account was brought
more nearly into balance than had been
expected. As yet, the balance has no firm
foundation since, apart from economic recov-
ery, it is largely a result of diminished imports
due to a stand-still in economic growth.
Attempts have also been made to curb the
high rate of inflation of the past few years.
Unemployment has become a central issue in
Finnish fiscal policy. Poor international com-
petitiveness combined with low export demand
has greatly reduced the growth of output and
exports. It has forced companies to drastically
reorganize, making it impossible for them to
even maintain their workforce.

The Central Government has made special
attempts to promote employment by improving
corporate profitability and competitiveness.
As a result of the stand-still in output, the
income formation of the public sector has
become weaker, necessitating restraint in
public expenditure. The liquidity position of
the state was substantially weakened in 1975,
and the recovery of public finances in the
following year did not create a solid enough
base for an expansive financial policy in 1977.
However, state grants ensured that the liquidity
position of the municipalities was fairly good.

CENTRAL GOVERNMENT FINANCE

in the summer of 1976 when the budget for
1977 was being prepared, there were clear
signs of an international economic upswing.
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Recovery and particularly stockbuilding had
led to a 10 per cent rise in the volume of world
trade and this growth rate was expected to
continue for the first half of 1977. It was
estimated that the international upswing would
increase the value of Finnish visible exports
by nearly one quarter and the domestic product
by as much as b per cent. The external balance
was expected 1o improve further, as domestic
demand grew more slowly than production. It
was estimated that during the first months of
1977 unemployment would be greater than a
year earlier, but an increase in production
would slowly lead to a higher demand for
labour with unemployment falling rapidly dur-
ing the second half of 1977. Consumer price
increases were expected to be only two thirds
of those of the previous year, but real earnings
would still be reduced. However, income
transfers and changes in tax schedules would
result in a slight increase in the household
sector’'s disposable real income.

The aims of the budget proposal for 1977 were
to limit the growth of public expenditure and
finance. improve employment, encourage in-
come agreements curbing inflation and con-
tribute to the restoration of the current account
balance. Increases were, however, made in
appropriations which directly promote employ-
ment, such as loans for housing and corporate
investment and grants to firms to prevent
lay-offs.

In connection with the collective income
agraements concluded in February 1976, the
Government had promised to implement, by
revising the income tax scales, tax concessions
corresponding to the estimated price increases
during the agreement period and to examine
whether tax deductions could also be revised.
The budget proposal for 1977 therefore allowed



for concessions of 11 per cent to be made in
connection with income and wealth taxation.
Parliament's decision on the income and
wealth taxation scales and the most important
deductions amounted to a total change of
16 per cent. |t was estimated that the revision
adjusting for inflation would reduce the 1977
income and wealth tax revenue by a total of
1 370 million marks. At the beginning of 1977,
another substantial change in the tax schedules
was caused by the increase of the sales tax

and insurance premium tax from 11 to 14

per cent of the post-tax price.

It was estimated that the overall result of the
various changes in tax schedules and the
revision of certain state charges would be an
increase of 1 000 million marks in state revenue.

The ordinary budget contained several meas-
ures desighed to promote employment. Some
increases were made in the state's real invest-
ment appropriations, which are significant as
regards employment, and unutilized appropria-
tions from earlier years were also available.
Part of the appropriations were earmarked to
be used by the Government for promoting em-
ployment, if the labour market situation so
demanded.

So as to encourage a better regional and
sectoral balance between labour supply and
demand, attempts were made to increase the
mobility of labour and to improve the system
of vocational training. Increases in subsidies 1o
the corporate sector were to be held down by
reducing spending on surplus agricultural
production, through renewing the system of
export guarantees and through partially re-
placing loans by product development grants.

State subsidies to municipalities and municipal
federations were measured out in accordance
with the policy of curbing local government
expenditure. Attempts were also made to
reduce the pressure for increased local govern-
ment expenditure by certain saving measures.
Child allowances and maternity grants were
increased so as 10 secure reasonable improve-
ments in the incomes of the economically
active population.

The budget proposal amounted to 32 676 mil-
lion marks, exceeding the ordinary budget for
1976 by only 12 per cent. After passage
through Parliament, where appropriations were

granted (e.g. 380 million marks for the mar-
keting of agricultural produce), the budget
provided for expenditure amounting to 33122
million marks.

In the course of the year, the Government
presented three supplementary budgets, which
together increased the ordinary budget ex-
penditure by about 8 per cent. Faster increases
in prices than had been estimated in the
budget and measures to promote employment
accounted for the bulk of the addition. It
became more and more obvious in the course
of 1977 that Finnish fiscal policy for 1977 had
been based on too optimistic an estimate of
the coming upswing in the world economy.
For reflationary reasons, a number of decisions
were made by the Government in June 1977
to prevent increases in production costs and
deterioration in employment: employers’ social
security contributions were reduced, the buffer
stock charges on liquid fuels were removed,
counter-cyclical subsidies and loans were
increased, export marketing was promoted,
child allowances were increased, the general
level of interest rates was lowered by one
percentage point and appropriations (e.g. for
education) were increased. In addition to
those included in the ordinary budget for 1978,
further reflationary measures were taken in
December 1977 and early in 1978 (see the
article »Finnish Economy in 1977 and the
Current Outlook», Bulletin Nr. 5/1978).

The reflationary effects of export demand did
not prove sufficient and output declined
slightly instead of rising by 5 per cent as esti-
mated in the budget proposal. This was partly
because domestic demand, which was to
grow by only 3 % per cent so that the current
account balance would improve, actually
turned out to be somewhat lower than in the
previous year. In particular, investment by the
private sector was substantially reduced. The
current account deficit was 774 million marks,
only a third of that estimated in the budget
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proposal. As consumer prices increased by
three percentage points more than had been
predicted, the reduction in real earnings was
larger than had been estimated in the budget
proposal. Weakened price competitiveness and
slackéned demand resulted in reduced output
which, coupled with the necessity to increase
productivity and attempts to reduce unit costs,
made it impossible to employ the same number
of workers as before. Consequently, unemploy-
ment became a major problem in the Finnish
economy. During 1977, unemployment rose
and the average rate of unemployment was
6 per cent.

As a result, the revenue base of the state did
not expand to the extent expected, even
though the rate of inflation was higher than
had been estimated. Total state revenue
(excluding borrowing) was 32732 million
marks or 7 per cent more than in 1976 (Table
1). The total vield from direct taxes (income
and wealth taxes, local tax, church tax, and
sickness insurance and basic pensions con-
tributions) increased by somewhat less than
9 per cent. Excess tax repayments postponed
from the year before (1200 million marks)
were made and the excess tax repayments
due in 1977 (1 800 million marks) were post-
poned until March 1978. Wealth tax sur-
charges on corporations were removed in
1977. These measures together with the in-
creased rate of unemployment and the revi-
sions in income and wealth taxation accounted
for a reduction of nearly 9 per cent in the
revenue from income and wealth taxes.

The rise in sales tax resulted in a 24 per cent
increase in sales tax revenue, although the
value of domestic sales grew by only 6 per
cent in 1977. As a result of the latest reduc-
tions in the EEC and KEVSOS' tariffs and
the diminished volume of imports, the total
yield from customs duty and import charges
grew only slightly. The higher excise duties
and new excise duties, introduced in the
second half of 1976, were still in force in 1977
and, in addition, the excise duties on diesel

' A reciprocal agreement on the removal of obstacles to trade
with some socialist countries.
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TABLE 1. STATE CASH REVENUE AND

EXPENDITURE
1976 1977
Revenue MilL. mk
Total taxes on income and wealth 11716 10747
Sales taxes 6 667 8 282
Customs duties and import charges 621 647
Excise duties 4820 5754
Other taxes and similar revenue 4064 4282
Other revenue 2298 2 604
Redemptions of loans granted 397 416
Total revenue 30583 32732
Borrowing 1587 2015
Total 32170 34747
Expenditure
Consumption expenditure 8 311 9415
Transfer expenditure 14876 17070
Real investment 3459 3607
Interest on state debt and index
compensations 292 454
Other expenditure 340 119
Lending 2 966 2993
Other financial investment 560 687
Total expenditure 30 804 34 345
Redemptions 484 481
Deficit (—). Surplus (+) +882 —79
Total 32170 34747

oil and petrol were increased. Principally as a
result of these revisions, the total accrual of
excise duties grew by one fifth from that of
1976. Tax revenue was also increased by the
higher tax on motor vehicles but was reduced
by the removal of the car licence fee, the
discontinuation of the buffer stock charge on
liquid fuels in the middle of June 1977 and
the reduction in employers’ social security
contributions at the beginning of October
1977. Taxes and similar revenue totalled
29712 million marks, 6% per cent more
than in the previous year.

Because of the reductions and postponements
of projected expenditure and the deceleration
of prices and wages, actual state expenditure
(excluding debt redemption) increased by
only 11 per cent and totalled 34 345 million
marks in 1977. Pensions and various other
consumption expenditure items, including pur-
chases of equipment for the armed forces,
were mainly responsible for the growth of
state expenditure. Of the various transfer



payments, those that increased most were
state subsidies to the household sector and to
municipalities and child allowances. On the
other hand, state subsidies to industry were
reduced in real terms. In accordance with the
employment policy, the state’s own real
investment expenditure scarcely increased at
all; as a matter of fact, its volume went down.
The high level of lending was maintained,
while housing loans grew and loans for other
purposes were reduced. Of the capital trans-
ferred to the Investment Fund of Finland and
the loans drawn for the Fund, a total of
427 million marks was used for industrial and
energy investmentis in 1977. Financial place-
ments, mainly shareholdings in state-owned
companies, were increased by almost one
quarter.

In 1976 state revenue had been increased by
once-for-all taxes and by some special meas-
ures. This had secured some improvement in
the state’s liquidity position compared with
that of the previous year. In the absence of
special action and also, to some extent, as a
result of the revision of income and wealth
tax, state revenue increased insignificantly in
1977. Expenditure grew, however, by the full
impact of the price increases, and financial
requirements tripled from the 1976 level. In
order to meet the financial requirements, new
long-term loans were drawn to a total of
2 015 million marks, a good quarter more than
in the previous vyear. Of this, foreign loans
accounted for 892 million marks, 123 million
marks of which was drawn for the Investment
Fund of Finland. Domestic borrowing increased
by two fifths and amounted to 1 123 million
marks. Of this, 767 million marks were five-year
bonds intended for public subscription, while
the others were sold mainly to insurance
companies and labour pension funds. As a
result of insignificant borrowing in the years
preceding 1976 and the structure of the stock
of debts outstanding. redemptions were low
and even declined somewhat.

The state's net long-term borrowing increased
by two fifths and amounted to 1 534 million
marks. Of this sum, foreign net borrowing

accounted for 729 million marks. Because of
changes in exchange rates, foreign debt grew
more than net borrowing. At the end of 1977,
the state’s total long-term debt, of which more
than half was foreign debt, amounted to
6 581 million marks. This was 20 per cent of
annual state revenue and, despite having
increased from the year before, was still low
by international standards. Taking into account
export levy funds held in blocked state ac-
counts, plus cash, postal giro and cheque
account funds, the state’s net debt amounted
to 6 149 million marks, 2 081 million marks
more than one year earlier.

Despite the increase in net borrowing, state
revenue (including borrowing) was 79 million
marks less than expenditure (including re-
demption). In the course of 1977, some reduc-
tions were made in short-term credit, which
had primarily been drawn on the Social
Insurance Institution at the end of 1976 in
order to secure the liquidity position for the
beginning of 1977. Day-to-day liquidity was
taken care of during the year by drawing
current account debt on Postipankki. In order
to fill the additional financial requirements
which had arisen, the short-term financial
reserves invested abroad through the Bank of
Finland were reduced by 400 million marks.

LOCAL GOVERNMENT FINANCE

in 1975 it was found necessary to restrain
local government expenditure so as to stem
the rapid growth in public expenditure which
had continued for many years. To this end,
the state and the municipal central organiza-
tions agreed on a recommendation for the
changes in the tax rate and the growth of local
government expenditure during the following
few years. The new agreement in 1977 followed
the path laid down in 1975. In 1977, the annual
increase in the local tax rate was to be restricted
to 0.1 per cent unit, the growth of real con-
sumption expenditure to 4 per cent and the
growth of real investment expenditure to 2 per
cent. In the recommendation, it was assumed
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that consumption expenditure would not in-
crease by more than 3 per cent in 1978, The
state’s part of the deal was to increase real
subsidies annually by at least 4 per cent. In
order to promote employment. the target had
to be revised somewhat at the beginning of
1978, as the forecasts at the time the goals
were set had proved 100 optimistic.

In general, the development of local govern-
ment finance complied rather well with the
goals set in the recommendation. Local tax
rates increased on average by only 0.04 per
cent units and real expenditure by less than 6
per cent. As in 1976, consumption expenditure
grew by more than had been aimed at and
administrative investment by less. The business
investment also remained of the same order as
before, so the investment of the local govern-
ment sector had no significant effect on
employment.

More than half of local government consump-
tion expenditure goes to labour costs, and a
b per cent addition to the municipal labour
force accounted for most of the 6 per cent
increase in consumption volume. The vol-
ume of goods and services bought, which
accounts for about one third of consumption
expenditure, grew by nearly 7 per cent. From
examining consumption expenditure by type
of activity, it can be seen that expenditure on
social services grew more rapidly than other
expenditure. This expenditure increased, in
particular, as a result of expanded municipal
day-care and health services. The extension of
the comprehensive school system to cover
the whole country in 1977 accounted for a
substantial addition to the educational expend-
iture by local government. The main part of
the additional expenditure was covered by

state subsidies.

The investment activity of local government
grew slowly, partly because of the effect of
credit restrictions. lLocal government is a
rather low priority in the credit granting system
applied by Finnish financial institutions. Be-
sides, in its guidelines to the banks in 1976,
the Bank of Finland had ranked non-productive
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local government investment projects among
those to which the strictest selective treatment
should be applied. However, in December
1977 local government was removed from the
list of projects which are subject to the most
vigorous credit restrictions. Although local
government borrowing grew slightly in 1977,
credit continued to play a fairly insignificant
part in their total financing. The ratio of debt
to disposable income in the local government
sector was lower in 1977 than it had been for
decades.

The deterioration in the economy made it
necessary to advance the construction of
health centres and children’s day-care centres
at the end of 1977 in order to promote employ-
ment. The supplementary refiationary measures
planned by the central government entail less
growth in local government income than
expected earlier and this will no doubt result
in a higher level of indebtedness than was
estimated in the local government budgets.

PUBLIC FINANCE AND THE OVERALL
ECONOMIC DEVELOPMENT

The economic downturn put the state in a
severe financial position in 1975: state ex-
penditure was heavily increased by the imple-
mentation of reforms commenced during the
preceding years and by the acceleration in
state grants to municipalities at a time when
tax revenue had begun to run short. In order
to improve central government finances, the
taxation level was increased and expenditure
was either cut or postponed. As the Finnish
economy was at the same time suffering from
a fall in demand, these measures further

deepened the recession.

The deterioration of the financial position of
the state in 1974 and 1975 was partly a result
of a revision of state grants to local government
at this time. The change entailed increased
prepayments of state grants to local govern-
ments, so their liquidity position was not in
jeopardy. The deceleration of the volume of



local government expenditure in accordance
with their agreement with the central govern-
ment showed that they had adapted to the
reduced economic growth.

The financial position of the state was restored
by the end of 1976, but the prospects of leading
an intensive counter-cyclical policy in 1977
were again diminished by efforts to lower the
level of taxes. The main emphasis was laid on
improving the conditions of operation of the
corporate sector.

Attempts were once again made to curb
public expenditure. The structure of taxation
was affected by a movement from direct to
indirect taxes. and the level of taxation was
slightly lowered. The reflationary effect of
central government finance was, despite in-
creased expenditure, mainly dependent on the
outcome of tax concessions and income
transfers. The previous rate of growth of local
government expenditure was almost main-
tained, but the structure of expenditure was
not very good from the point of view of
employment. The overall effect of public
expenditure in 1977 was clearly growth-
sustaining, as the tax rate was cut and ex-
penditure grew faster than GDP.

The state has had a financial surplus throughout
the 1970s and local government has had a
surplus since 1975.

After the financial surplus of 1975 had been
reduced, the state greatly improved its liquidity
position, but in 1977 the financial position
again deteriorated sharply. The improvement
in the liquidity position of local government
can largely be attributed to the revision of the
state grant system.

Central government lending and other financial
placements are of such a size that they cannot
be covered by the income surplus alone so
borrowing has been necessary.

A large part of state lending is used for resi-
dential construction. In 1977, 65 per cent of
the total residential construction was supported
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TABLE 2. THE RATIO OF TAXES TO GDP AND
THE GROWTH OF PUBLIC EXPENDITURE

1976 1976* 19772
Per cent

Total tax revenue as a

percentage of GDP 373 418 41.2
Net tax revenue as a

percentage of GDP 23.9 27.7 26.8
Real growth of public

expenditure ! 6.2 38 44

Central government 2.6 0.3 2.1

Local government 7.1 6.2 5.7
Real growth of GDP 0.9 0.3 —0.8

1 Excl. public enterprises.
2 Preliminary estimate.

TABLE 3. THE FINANCIAL SURPLUSES OF THE
PUBLIC SECTOR ACCORDING TO NATIONAL
ACCOUNTS STATISTICS

Overall

Year Financial surplus financial
surplus
Central Local
govern- govern- Per cent
ment ment of GDP
Mill. mk Mill. mk
1970 1190 304 3.43
1971 1507 96 3.36
1972 1666 —7 3.02
1973 3193 —135 458
1974 2 347 —403 2.31
1975 440 314 0.77
1976* 3663 343 3.65
19771 1803 448 1.87

1 Preliminary estimate

TABLE 4. CENTRAL GOVERNMENT REVENUE
SURPLUS AND ITS USE ON A CASH BASIS

1976 1977
Mill. mk
Central government revenue surplus? 2907 1651
— Financial placements of the central
government, net 3129 3264
+ Long-term borrowing, net 1104 1534
= Cash surplus (+) +882 —79

1 Revenue (excl. redemption and borrowing) — Expenditure (excl.
financial placements and redemption)

by the state and state housing loans accounted
for 46 per cent of all housing loans, which
was more than ever during the past 15 years.
State housing loans contributed to the main-
tenance of residential investment and employ-
ment in construction. Other central government
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loans, which were mainly distributed to
industrial firms through the Investment Fund
of Finland, grew less in 1977 than in the
previous vyear.

The state’s net borrowing amounted to 1 534
million marks, almost half of which was from
abroad. While the state redeemed its long-term
debts in the early 1970s, a substantial change
in this respect has taken place since 1975. In
order to restore the foreign trade balance, the
Bank of Finland has regulated long-term
capital inflows in recent years. The private
sector’s scope for borrowing abroad has thus
been reduced in proportion to the capital
inflows to the state. In Finland the central
government does not borrow directly from the
banks, but the state’s domestic borrowing
competes strongly with the banks’ deposit
accounts and therefore weakens the re-financ-
ing and credit-granting capacity of the banking
system. Consequently, the state’s long-term
borrowing, at least in principal, constrained
the credit facilities of the private sector.

In the course of 1977, the state’s short-term
receivables declined slightly more than short-
term debt, and the cash deficit, the difference
between cash revenue and expenditure,
amounted to 79 million marks. The central
government thus improved the liquidity posi-
tion of the private sector. Import deposits

ITEMS

Foreign direct investment in Finland and
Finnish direct investment abroad in 1977.
In 1877 Finnish firms were granted 132 permits
10 establish subsidiaries abroad, and the out-
flow of investment capital increased consider-
ably. This may have been partly caused by the
fact that domestic demand was slack and
hence several Finnish firms endeavoured to
find export outlets for their products. At the
same time, foreign direct investment in Finland
declined slightly from the previous years. For-
eign firms in Finland paid more dividends to
their parent companies than they did in 1976
and the overall balance on direct investment,
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totalling 972 million marks, which the state
had previously collected, were dismantied in
1977, but because of the low level of exchange
reserves, the Bank of Finland had to restrict
their effect on liquidity by reducing the com-
mercial banks’ guotas for central bank credit.

The reflationary effect of public expenditure
in 1977 was modest, but a change to a
reflationary direction could be clearly seen.
The financial surplus in both the central and
local government sectors in 1978 will no
doubt deteriorate, resulting from the reflationary
programmes decided on at the end of last
year and the beginning of this year. The public
sector’'s share in GDP will not increase, but
because the tax concessions will reduce
revenue, both local and central government
will need greatly increased net borrowing.
Although real demand by the public sector
grows relatively slowly and increased transfer
expenditure as well as tax concessions ease
the financial position of the corporate and
household sectors, the present low level of
capacity utilization makes it unlikely that any
significant growth in private investment will
take place in the near future. On the other hand,
the policy of reducing a financial surplus
in the public sector reduces the need of private
firms to cut down on their labour force and
opens up possibilities for increased investment
when demand prospects improve.

allowing for the payment of dividends and
interest expenses in addition to investment
capital flows proper, showed a deficit for 1977.

The net inflow of investment capital amounted
to 188 million marks. Of this, direct investment
in the form of equity capital (including bonus
issues) accounted for 122 million marks, the
repatriation of investment capital for 14 million
marks, long-term loans by foreign companies
to subsidiaries in Finland for 129 million marks
and redemptions on these for 49 million marks.
In 1976 the net inflow of investment capital
amounted to 223 million marks.



TABLE 1. INFLOW OF INVESTMENT CAPITAL IN
THE FORM OF EQUITY CAPITAL AND LOANS
BY FOREIGN PARENT COMPANIES TO SUB-
SIDIARIES IN FINLAND, AND FINNISH PAY-
MENTS OF DIVIDENDS AND INTEREST IN 1977,

MILL. MK
Pay-
ments
- Re- Invest- of dri]\}i-
Invest- patri- ment, Loans, Total “gends
ment ation net  net and

interest
EFTA countries 67 7 60 63 123 71
EEC countries 30 3 27 0 27 58
North America 17 4 13 12 25 20

Other countries 8 — 8 5 13 0
Total in 1977 122 14 108 80 188 219
Total in 1976 166 3 1563 70 223 13
Total in 1975 160 16 144 107 251 107

Of the net inflow of investment capital, 102
million marks was invested in manufacturing
firms, 66 million marks in sales firms and
20 million marks in other firms. Table 1 shows
the countries of origin for the investment
capital flows in 1977. More than three quarters
of the net inflow of investment capital came
from three countries: 39 per cent from Switzer-
land, 26 per cent from Sweden and 13 per cent
from the United States. In 1976 these three
countries accounted for 83 per cent of the
inflow of investment capital.

The firms with at least 20 per cent of the share
capital owned by foreign firms transferred
188 million marks of dividends to their parent
companies and paid 31 million marks in
interest on loans granted by their parent com-
panies. In 1976 the corresponding figures were
115 million marks and 16 million marks.

In all, 60 permits were granted in 1977 to
foreign firms for the establishment of new
subsidiaries in Finland, whereas 21 firms
ceased their activities. At the end of the year,
there were in Finland a total of 842 firms which
were at least 20 per cent foreign-owned. Of
these, 190 were industrial firms, 491 com-
mercial firms and the remainder other service
sector firms.

The net outflow of investment capital amounted
to 293 million marks in 1977. Finnish direct
investment in foreign countries in the form of

equity capital (including bonus issues) totalled
459 million marks. Of this, 189 million marks
was attributable to the conversion of loans to
subsidiaries into share capitals; as this is shown

in the statistics as an equal redemption on
loans to foreign subsidiaries, the net outflow
of investment capital is not affected by these
measures. In 1976 the net outflow of invest-
ment capital amounted to 118 million marks.

Of the net outflow of investment capital, 164
million marks was invested in production,
34 million marks in trade and 95 million marks
in other activities. Table 2 shows the regional
breakdown of Finnish investment.

According to data obtained by the Bank of
Finland, in 1977 Finnish subsidiaries abroad
transferred to Finland 3 million marks in the
form of dividends and paid an equal amount
of interest expenses. In the previous vyear,
payments of dividends amounted to 4 million
marks, whereas no interest earnings from loans
granted to foreign subsidiaries were transferred
to Finland.

Finnish firms were granted a total of 132 permits
for new investment abroad, which was 44
more than in 1976. In the course of the vyear,
17 firms ceased their activities, giving at the
end of 1977 a total of 786 Finnish subsidiaries
abroad in which at least 20 per cent of the
share capital at nominal value was Finnish-
owned. As these, in turn, had 76 subsidiaries,

TABLE 2. OUTFLOW OF FINNISH INVESTMENT
CAPITAL IN THE FORM OF EQUITY CAPITAL
AND LOANS BY FINNISH PARENT COMPANIES
TO SUBSIDIARIES ABROAD, AND DIVIDEND
AND INTEREST EARNINGS RECEIVED IN
FINLAND IN 1977, MILL. MK

Re- Invest-

Invest- patri- ment, Loans, Total and

ment ation net net interest

earnings
EFTA countries 39 O 39 20 59 5
EEC countries 152 1 151 2 153 1
North America 2569 — 259 —186 73 —
Other countries 9 1 8 0 8 0
Total in 1977 459 2 457 —164 293 6
Total in 1976 110 11 99 19 118 4
Total in 1975 159 3 156 —60 96 15



there were a total of 862 Finnish subsidiaries
abroad. Of these, 547 (over 60 per cent) were
sales firms, 129 industrial firms and 186 firms
engaged in other activities.

The overall balance on direct investment,
allowing for the payment of dividends and
interest expenses in addition to investment
capital flows proper, showed a deficit of 319
million marks in 1977. In 1976 the overall
balance on direct investment showed a deficit
of 19 million marks.

Credit facility agreement. The Bank of
Finland and an international banking group
signed on May 10, 1978 a credit facility
agreement amounting to US$ 100 million.
The facility is available for eight years.

Including the agreement now signed, the total
amount of credit facility arrangements con-
cluded with foreign banks is US$ 700 million,
equivalent to about Fmk 2 900 million. These
credit facilities can be used by the Bank of
Finland if required for strengthening the foreign
exchange reserve position of the Bank and the
external liquidity of the country.

Curtailment of the cash payment scheme
for imports. The Bank of Finland decided
to curtail its cash payment scheme for imports
as from May 15, 1978. The exemption from
cash payment obligation applies 10 raw mate-
rials used in food processing, foodstuffs, cer-
tain chemical and vulcanized products used as
industrial raw materials, and certain industrial
accessories and machinery. The total value of
imports of the products excluded from the
cash payment scheme for imports amounted
to nearly 1400 million marks in 1977. As a
result of this revision, the coverage of the cash

payment scheme is cut down to about one
guarter of the total value of visible imports.
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2. imports c.i.f.

Seasonally adjust-
ed monthly fig-
ures

1. Index of salary
and wage earn-
ings 1964 = 100,
quarterly figures
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